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the preceding calendar year, the nu-
merical standards shall be applied to
the current calendar year. A person
regularly extends consumer credit if, in
any 12-month period, the person origi-
nates more than one credit extension
that is subject to the requirements of
§226.32 or one or more such credit ex-
tensions through a mortgage broker.

(18) Downpayment means an amount,
including the value of property used as
a trade-in, paid to a seller to reduce
the cash price of goods or services pur-
chased in a credit sale transaction. A
deferred portion of a downpayment
may be treated as part of the downpay-
ment if it is payable not later than the
due date of the second otherwise regu-
larly scheduled payment and is not
subject to a finance charge.

(19) Dwelling means a residential
structure that contains one to four
units, whether or not that structure is
attached to real property. The term in-
cludes an individual condominium
unit, cooperative unit, mobile home,
and trailer, if it is used as a residence.

(20) Open-end credit means consumer
credit extended by a creditor under a
plan in which:

(i) The creditor reasonably con-
templates repeated transactions;

(ii) The creditor may impose a fi-
nance charge from time to time on an
outstanding unpaid balance; and

(iii) The amount of credit that may
be extended to the consumer during the
term of the plan (up to any limit set by
the creditor) is generally made avail-
able to the extent that any out-
standing balance is repaid.

(21) Periodic rate means a rate of fi-
nance charge that is or may be imposed
by a creditor on a balance for a day,
week, month, or other subdivision of a
year.

(22) Person means a natural person or
an organization, including a corpora-
tion, partnership, proprietorship, asso-
ciation, cooperative, estate, trust, or
government unit.

(23) Prepaid finance charge means any
finance charge paid separately in cash
or by check before or at consummation
of a transaction, or withheld from the
proceeds of the credit at any time.

(24) Residential mortgage transaction
means a transaction in which a mort-
gage, deed of trust, purchase money se-
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curity interest arising under an install-
ment sales contract, or equivalent con-
sensual security interest is created or
retained in the consumer’s principal
dwelling to finance the acquisition or
initial construction of that dwelling.

(25) Security interest means an inter-
est in property that secures perform-
ance of a consumer credit obligation
and that is recognized by state or fed-
eral law. It does not include incidental
interests such as interests in proceeds,
accessions, additions, fixtures, insur-
ance proceeds (whether or not the cred-
itor is a loss payee or beneficiary), pre-
mium rebates, or interests in after-ac-
quired property. For purposes of disclo-
sures under §§226.6 and 226.18, the term
does not include an interest that arises
solely by operation of law. However,
for purposes of the right of rescission
under §§226.15 and 226.23, the term does
include interests that arise solely by
operation of law.

(26) State means any state, the Dis-
trict of Columbia, the Commonwealth
of Puerto Rico, and any territory or
possession of the United States.

(b) Rules of construction. For purposes
of this regulation, the following rules
of construction apply:

(1) Where appropriate, the singular
form of a word includes the plural form
and plural includes singular.

(2) Where the words obligation and
transaction are used in the regulation,
they refer to a consumer credit obliga-
tion or transaction, depending upon
the context. Where the word credit is
used in the regulation, it means con-
sumer credit unless the context clearly
indicates otherwise.

(3) Unless defined in this regulation,
the words used have the meanings
given to them by state law or contract.

(4) Footnotes have the same legal ef-
fect as the text of the regulation.

(5) Where the word amount is used in
this regulation to describe disclosure
requirements, it refers to a numerical
amount.

[75 FR 7793, Feb. 22, 2010, as amended at 76
FR 22998, Apr. 25, 2011]

§226.3 Exempt transactions.

This regulation does not apply to the
following: 4

4[Reserved]
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(a) Business, commercial, agricultural,
or organicational credit.

(1) An extension of credit primarily
for a business, commercial or agricul-
tural purpose.

(2) An extension of credit to other
than a natural person, including credit
to government agencies or instrumen-
talities.

(b) Credit over applicable threshold
amount—(1) Exemption—() Require-
ments. An extension of credit in which
the amount of credit extended exceeds
the applicable threshold amount or in
which there is an express written com-
mitment to extend credit in excess of
the applicable threshold amount, un-
less the extension of credit is:

(A) Secured by any real property, or
by personal property used or expected
to be used as the principal dwelling of
the consumer; or

(B) A private education loan as de-
fined in §226.46(b)(5).

(ii) Annual adjustments. The threshold
amount in paragraph (b)(1)(i) of this
section is adjusted annually to reflect
increases in the Consumer Price Index
for Urban Wage Earners and Clerical
Workers, as applicable. See the official
staff commentary to this paragraph (b)
for the threshold amount applicable to
a specific extension of credit or express
written commitment to extend credit.

(2) Transition rule for open-end ac-
counts exempt prior to July 21, 2011. An
open-end account that is exempt on
July 20, 2011 based on an express writ-
ten commitment to extend credit in ex-
cess of $25,000 remains exempt until De-
cember 31, 2011 unless:

(i) The creditor takes a security in-
terest in any real property, or in per-
sonal property used or expected to be
used as the principal dwelling of the
consumer; or

(ii) The creditor reduces the express
written commitment to extend credit
to $25,000 or less.

(c) Public utility credit. An extension
of credit that involves public utility
services provided through pipe, wire,
other connected facilities, or radio or
similar transmission (including exten-
sions of such facilities), if the charges
for service, delayed payment, or any
discounts for prompt payment are filed
with or regulated by any government
unit. The financing of durable goods or

§226.4

home improvements by a public utility
is not exempt.

(d) Securities or commodities accounts.
Transactions in securities or commod-
ities accounts in which credit is ex-
tended by a broker-dealer registered
with the Securities and Exchange Com-
mission or the Commodity Futures
Trading Commission.

(e) Home fuel budget plans. An install-
ment agreement for the purchase of
home fuels in which no finance charge
is imposed.

(f) Student loan programs. Loans
made, insured, or guaranteed pursuant
to a program authorized by title IV of
the Higher Education Act of 1965 (20
U.S.C. 1070 et seq.).

() Employer-sponsored retirement
plans. An extension of credit to a par-
ticipant in an employer-sponsored re-
tirement plan qualified under Section
401(a) of the Internal Revenue Code, a
tax-sheltered annuity under Section
403(b) of the Internal Revenue Code, or
an eligible governmental deferred com-
pensation plan under Section 457(b) of
the Internal Revenue Code (26 U.S.C.
401(a); 26 U.S.C. 403(b); 26 U.S.C. 457(b)),
provided that the extension of credit is
comprised of fully vested funds from
such participant’s account and is made
in compliance with the Internal Rev-
enue Code (26 U.S.C. 1 et seq.).

[75 FR 7794, Feb. 22, 2010, as amended at 76
FR 18362, Apr. 4, 2011]

§226.4 Finance charge.

(a) Definition. The finance charge is
the cost of consumer credit as a dollar
amount. It includes any charge payable
directly or indirectly by the consumer
and imposed directly or indirectly by
the creditor as an incident to or a con-
dition of the extension of credit. It
does not include any charge of a type
payable in a comparable cash trans-
action.

(1) Charges by third parties. The fi-
nance charge includes fees and
amounts charged by someone other
than the creditor, unless otherwise ex-
cluded under this section, if the cred-
itor:

(i) Requires the use of a third party
as a condition of or an incident to the
extension of credit, even if the con-
sumer can choose the third party; or
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